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The unfortunate experience of the United States has already
"been discussed.1

There is, however, one special phase of the question
which is of widespread interest. In the case of a tax on
land or 011 real estate, what should be done with the amount
of the mortgage ? The problem of double taxation arises,
as in several of the American states, when the borrower
or mortgagor is assessed on the full value of his land, and
the lender or mortgagee is also taxed on the amount of
the mortgage debt. If A, the owner of a $100,000 farm,
borrows $50,000 from B, the state thus taxes $150,000, when
there is really only $100,000 of property; and so far as B is
able to shift his tax on A, the latter pays the taxes for both.
On the other hand, if the mortgagor is allowed to deduct
the value of the mortgage, and if the mortgage debt is not
taxed at all to the mortgagee, the state loses a legitimate
revenue. It now taxes A on $50,000 and does not tax B
at all, thus getting a revenue from $50,000, when there is
really $100,000 of property. In the one case we have
double; in the other, we have inadequate taxation.

What is the remedy ? Two plans have been tried.
According to the first the mortgagor is taxed on the full
amount of the property, but the mortgagee is exempt. This
method is based on the theory that as a result of the exemp-
tion of mortgages capitalists will lend more readily and at
a lower rate, and that the benefits of exemption will then
be diffused throughout the community. This plan certainly
is a great improvement upon the double taxation usually
practised; but it might be claimed that a still more satis-
factory adjustment of the difficulty can be brought about.
As has been elsewhere pointed out, in actual life the com-
plete shifting of the tax from the mortgagee to the mortgagor
may be prevented by economic friction.2 If B, the lender,
is taxed on the mortgage, he will indeed try to shift the tax
to the borrower; but he may not always wholly succeed. So

1 Supra, pp. 34 et seq.

2 See The Shifting and Incidence of Taxation (2d ed.), pp. 266-268.